Economics and 


Business 


TEMPLE 
UNIVERSITY 
SCHOOL 

OF BUSINESS 
‘AND PUBLIC 
ADMINISTRATION 


VOL. 11 NO. 4 
| 
HW 
\\\\ 
4 | | 
| | | 
} X } 
\ 
oo 


TABLE OF CONTENTS 


Non-Monetary Financial Intermediaries 
and their Economic Significance .............. Page 3 
NATHANIEL JACKENDOFF 


Legislation for Participative Management... Page 13 
KARL H. STEIN 


Company Practices in Marketing 
Research: Past and Present 0... Page 23 
CLAIR JAMES REILLY 


Philadelphia Business Index 20 Page 31 
ROBERT T. KLINE 


Index to Volume Wo Page 32 


‘ 


JUNE, 1959 


ECONOMICS AND BUSINESS BULLETIN 
OF THE 
SCHOOL OF BUSINESS AND PUBLIC ADMINISTRATION 


Published by the 
BUREAU OF ECONOMIC AND BUSINESS RESEARCH 
JOHN F. ADAMS, Director 


Committee for Economic and Business Research 


HARRY A. COCHRAN, Dean W. ROY BUCKWALTER 
JOHN F. ADAMS RUSSELL H. MACK 


UN; 


Tue Bureau of Economic and Business Research of the 
Temple University School of Business and Public Admin- 
istration was organized to provide a vehicle for stimulat- 
ing and coordinating analytical studies. Its primary 
objectives include (1) service to the alumni as well as to 
the faculty and students of the University by bringing 
to their attention pertinent developments in the world of 
business, and (2) service to business and government by 
making contributions to the solution of specific problems. 
To this end, the Bureau both carries on specialized research 
and publishes quarterly the Economics and Business 
Bulletin, containing some of the significant results of its 
current studies. 


The reader’s appraisal of the Bulletin and comments 
upon it are solicited. The Bureau also will appreciate 
receiving suggestions and requests for particular studies. 


The opinions and views expressed in the articles con- 
tained in this Bulletin are those of the writers and cannot 
be construed as the official opinions or policies of the 
School of Business and Public Administration. 
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Non-Monetary Financial Intermediaries 
and Their Economic Significance 
by NATHANIEL JACKENDOFF* 


Recent studies indicate that the non- 
commercial bank financial institutions 
are increasingly significant in our 
economy. Current controversy as to 
their role, however, centers upon the 
question of whether these developments 
have outmoded available tools of mone- 
tary policy, or made them even more 
effective. 


THERE has been a traditional reluctance 
on the part of authors of money and 
banking textbooks and teachers of the 
subject to devote time to detailed dis- 
cussion of financial institutions other 
than commercial banks. This attitude 
stems from the generally accepted 
definition of means of payments which 
includes demand deposits in commercial 
banks as well as hand-to-hand currency. 
Only the commercial banking system can 
create demand deposits and, in effect, 
any institution which creates demand 
deposits becomes a commercial bank. It 
is implied further, though often denied, 
that it is the quantity of money outstand- 
ing that is the major determinant of 
price levels and levels of economic 
activity. As a consequence, economic 
policy-making — particularly monetary 
policy-making — need be concerned only 
with the money-creating institutions. All 
other financial institutions are looked 
upon as mere intermediaries with no sig- 
nificant influence other than to channel 
savings in certain directions, rather than 
affecting the total level of expenditures 
in the economy. 


The result has been to relegate discus- 
sion of such intermediaries to the back 
of the textbooks or even to exclude them. 
It is only since about 1950 that several 
books have appeared which attempt to 


*Nathaniel Jackendoff is an Associate Pro- 
fessor of Finance in the Temple University 
School of Business and Public Administra- 
tion. He is also engaged in financial con- 
sultation and has published other articles. 


cover the entire area of financial markets 
and institutions as part of an integrated 
whole. A common criticism of such 
books is that they are excessively in- 
stitutional, burdening the students with 
boring details of financial statistics and 
operations of each of the institutions. 
There has been a strong tendency, how- 
ever, to allow one or two chapters in the 
middle of recent more traditionally- 
oriented books for a survey of financial 
markets and the non-monetary inter- 
mediaries. 


STATISTICAL EVIDENCE 
OF GROWTH 


Non-textbook writings since the end 
of World War II, however, have devoted 
a great deal of attention to the non- 
monetary intermediaries. The growing 
interest in the non-monetary institutions 
is probably traceable to the fact that the 
expansion of the American economy 
since 1945 has greatly outpaced that of 
the money supply. The ratio of the 
money supply (defined as demand de- 
posits adjusted plus currency) to gross 
national product has fallen from a peak 
of about fifty percent in 1945 to about 
thirty percent in 1958. It should be 
noted that the range from 1915 to 
1930 was approximately between twenty- 
five percent and thirty percent, suggest- 
ing that the ratio of money supply to 
gross national product is returning to its 
pre-depression norm. In any event, it is 
apparent that there are factors other 
than the money supply which may 
actively and significantly affect the total 
level of expenditures for goods and serv- 
ices in the economy. 

One of the most important influences 
underpinning the readiness of the 
American people to satisfy their war- 
postponed needs and desires was the 
enormous accumulation, in 1945, of liquid 
assets in the form of savings bonds, 
deposits or shares in thrift institutions, 
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and claims upon private and government 
pension and insurance reserves. In the 
postwar years these other liquid assets 
continued to grow more rapidly than 
did the money supply and, as they did, 
the role of the non-monetary intermedi- 
aries in the various financial markets 
continued to enlarge. 

Recent studies indicate that this is 
part of a longer-term trend. Raymond 
Goldsmith, in his study, Financial Inter- 
mediaries in the American Economy 
Since 1900, reveals that not only have 
financial intermediaries (including com- 
mercial banks) increased their share of 
external financing over this period, but 
that, within this group, commercial 
bank assets (excluding assets of personal 
trust departments, but including those 
arising from deposits) have fallen from 
about one-half in 1900 and 1912, to two- 
fifths in 1929, and one-third in 1952.1 
Much of this decline can be explained 
by the rapid rise of government pension 
and insurance funds, but commercial 
banks have also shown a long-term de- 
cline relative to other private financial 
intermediaries. 2 


THEORETICAL ANALYSIS 


The role of intermediaries acquires 
new importance in monetary theory in 
connection with the development of the 
concept of liquidity preference. Keynes- 
ian theory concludes that the interest 
rate is determined by the stock of money 
relative to the demand for money. It 
is through its impact on the rate of in- 
terest that a change in the stock of 
money ultimately influences the level of 
income and expenditures. Here, the stock 
of money is meant to be the means of 
payment. On the demand side, liquidity 
preference is described in terms of the 
preference for money over securities. 


1Raymond W. Goldsmith, Financial Inter- 
mediaries In the American Economy Since 
1960, Princeton, Princeton University Press, 
1958. p. 4 


2John G. Gurley and Edward S. Shaw, 
“Financial Aspects of Economic Develop- 
ment,” American Economic Review, Septem- 
ber 1955, Table I. p. 522. 


Liquidity Preference and 
Form of Liquid Balances 


The analysis of liquidity preference, 
however, has resulted in an increasing 
awareness that the means of payment 
are only one extreme of a spectrum of 
liquidity. As a medium for storing 
money value, demand deposits differ 
from time deposits or savings bonds only 
in degree. Thus, in examining the mo- 
tives for desiring liquidity, it is only the 
transactions demand that can be satisfied 
solely by holding actual means of pay- 
ment. But the precautionary motive and 
the speculative motive may be satisfied 
just as well by holding time deposits as 
by having cash. It has been suggested 
recently that one might add to these 
motives the diversification motive to ex- 
plain the preference for alternatives 
made available by the non-monetary 
financial intermediaries which offer not 
only liquidity, but also security, earn- 
ings, insurance, and other services.? The 
concept of liquidity preference opens 
up a whole new area of monetary dis- 
cussion.# 


The Definition of Money 


By obscuring the distinction between 
the means of payment and other highly 
liquid assets, the concept of liquidity 
preference has brought about a good 
deal of controversy over the definition of 
money, and over the theoretical signifi- 
cance of claims against financial insti- 
tutions other than commercial banks for 
monetary and fiscal policy. 


A recent article by Gordon McKinley 
suggests that “anything which is norm- 
ally, consistently, and generally used as 
a store value .. .” should be considered 
money whether or not it serves also as 
a medium of exchange.5 Recognizing 
that there is a spectrum of liquidity, 
however, he prefers, for “practical pur- 


3Ibid., p. 527ff. 


4See, for example, R. A. Musgraves, ‘“Mon- 
ey, Liquidity, and the Valuation of Assets,” 
in Money, Trade and Economic Growth, New 
York, The Macmillan Co., 1951, pp. 216-222. 

5Gordon McKinley, ‘“‘The Home Loan Bank 
System and Control of Credit,’ Journal of 
Finance, September 1957, p. 319ff. 
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poses,” to limit the items so included to: 
(1) all paper money and coin in the 
United States, and (2) all bank accounts, 
including (a) time deposits in commercial 
banks, (b) deposits in savings banks, and 
(c) shares in savings and loan associa- 
tions. He says that the inclusion of these 
highly liquid stores of value is meaning- 
ful “ ... because what people themselves 
consider immediately available for spend- 
ing purposes is in fact the sort of 
thing which will influence the volume of 
their spending and thus the volume of 
business activity and the level of 
prices.’’6 


This point of view is only a logical 
extension of that expressed by the Fed- 
eral Reserve System in 1953 when it 
defined money “in terms of one or more 
of its three main functions: (1) as a 
medium of exchange; (2) as a store of 
purchasing power; and (3) as a standard 
of value.”7 The accompanying state- 
ment paid lip service to the desirability 
of including only the means of payment 
in the quantity of money, but roted that 
for purposes of “measuring the money 
supply of the United States, it is difficult 
to differentiate between time and de- 
mand deposits because of the organiza- 
tion of banking.”8 The reasons given 
for this confusion, which arise from the 
organization of commercial banks, were: 
(1) commercial banks do not segregate 
assets behind the two types of deposits, 
making it impossible to say whether any 
given asset has been acquired through 
the investment or savings entrusted to 
the banking system by depositors or 
through the creation of demand deposit 
liabilities; and (2) because commercial 
banks are required to maintain legal re- 
serves behind both demand and time 
deposits, any transfer of deposits from 
one category to the other will affect the 
quantity of demand deposits which the 
banking system can support. 

The rationale for including time de- 


6Ibid., pp. 321-322. 


7™The Monetary System of the United 
States,” Federal Reserve Bulletin, February 
1953, p. 1 of reprint. 


SIbid., p. 5. 


posits along with demand deposits was, 
however, very quickly abandoned by 
applying another criterion in order to 
include deposits in mutual savings banks. 
This alternative criterion appeared to be 
“confidence that (an asset) can be con- 
verted into currency or demand deposits 
without undue loss or great delay. Time 
deposits with commercial and mutual 
savings banks meet this requirement.” 9? 
Therefore, in “the interest of consistency 
... it is desirable that time deposits in 
both commercial and mutual savings 
banks be considered as having the same 
money quality.” This is so despite the 
fact that “. .. deposits in mutual savings 
banks are generally not subject to re- 
serve requirements, and the cash assets 
of such banks are held mainly in the 
form of deposits with commercial 
banks.”19 In essence, transfers in the 
deposits of the public between demand 
deposits in commercial banks and sav- 
ings deposits in mutual savings banks 
will not affect the ability of the com- 
mercial banking system to support a 
given quantity of demand deposits, nor 
will it affect the actual level of demand 
deposits since the result is only a trans- 
fer of ownership of the demand deposits 
from the general public to the mutual 
savings bank.11 

It requires no particular effort of the 
imagination to subsume shares in savings 
and loan associations or credit unions, 
or even the cash surrender value of life 
insurance policies under the same head- 
ing as time deposits in commercial banks 
and deposits in mutual savings banks. 
It becomes only a matter of degree as to 
which assets serve satisfactorily as stores 
of purchasing power. Dr. McKinley, 
therefore, makes no radical departure 
from the foregoing Federal Reserve 
criteria of money. 


9Tbid., p. 1. 
10Tbid., p. 5. 


11See Leland J. Pritchard, “‘Toward a Mean- 
ingful Statistical Concept of the Money 


Supply,” Journal of Finance, March 1954, p. 
41ff. for a critical discussion of this issue. 


NON-MONETARY FINANCIAL INTERMEDIARIES 


Money-Creation and 
Credit-Creation 

Dr. McKinley proceeds, on the basis 
of his definitions, to point out that sav- 
ings and loan associations (or any indi- 
vidual or non-financial institution) are 
capable of creating money provided that 
“(a) a part of the liabilities of that in- 
stitution are generally and usually con- 
sidered by its creditors as money, and 
(b) the institution maintains less than 
100 percent cash reserves against those 
liabilities.”12 Given his definitions, there 
can be no dispute. The conclusion is, 
however, in direct contradiction to that 
of the more traditional theorist who im- 
plies that non-commercial banks can 
serve only as financial intermediaries. 
Professor Pritchard makes the statement 
that they “... are customers of the com- 
mercial bank, create no credit, and are 
capable of loaning out only the voluntary 
savings put at their disposal by their 
customers.13 Consistently with this 
viewpoint, Professor Pritchard’s recent 
textbook eliminates any separate discus- 
sion of the so-called financial intermedi- 
aries, although it follows the traditional 
pattern again by referring to the lend- 
ing activities of the intermediaries among 
the influences which affect the velocity 
of money.14 


McKinley’s ideas are directly traceable 
to the articles by Gurley and Shaw, 
which classify all deposits or shares in 
financial institutions as “indirect finan- 
cial assets” which their holders are satis- 
fied to hold in place of “primary securi- 
ties,” or the direct debts of deficit 


12McKinley, op. cit., p. 325. 

13Pritchard, op. cit., p. 68. 

14Leland J. Pritchard, Money and Banking, 
Boston, Houghton Mifflin Co., 1958. It is un- 
fortunate that Pritchard suggests this ap- 
parent parallel between the creation of demand 
deposits and the creation of credit. Only the 
commercial bank, by definition, can create 
demand deposits in the process of making 
loans or investments. All other credit gran- 
tors (excluding the federal government) can 
only transfer means of payments in this pro- 
cess, but the extension of credit in either 
case involves the creation of credit instru- 
ments which are usually either negotiable 
or assignable, so that the lender is only less 
liquid than before the credit extension, rather 
than entirely illiquid. 


spending units in the economy.15 They 
classify finance into two basic categories: 
(1) self-finance, and (2) external finance 
which, in turn, takes two forms, direct 
and indirect. Self-finance occurs when 
spending units in the economy finance 
their expenditures internally, thus bal- 
ancing their budgets. 

Direct finance occurs when deficit units 
issue debt of their own to the surplus 
spending units. Indirect finance occurs 
when financial institutions intervene be- 
tween deficit and surplus units by ac- 
quiring the loanable funds of surplus 
units in exchange for their own debt, 
and transmitting loanable funds to the 
deficit units in exchange for the latter’s 
direct debt. The result is, of course, a 
layering of debt, total debt exceeding 
the direct debt of deficit units in the 
economy. 

To the extent that the asset demand 
for money can be satisfed by claims 
against financial institutions other than 
commercial banks, spending units may 
transfer their liquid balances to these 
other institutions, receiving in exchange 
savings accounts, shares in savings and 
loan associations or credit unions, claims 
against insurance reserves or pension 
fund reserves and so on. These non- 
monetary financial institutions, in turn, 
may lend to deficit spending units that 
portion of their liquid assets which the 
institutions prefer to convert into a 
variety of forms of direct debt. Typically, 
they keep relatively small highly liquid 
reserves in the form of cash, demand de- 
posits, and_ short-to-intermediate-term 
government securities. 

As the loaned funds are spent and 
some portion returned to these institu- 
tions by the public, additional liquid non- 
monetary claims are created in favor of 
the public. Presumably, even if there 
were no commercial banks, (and given 
some level of currency with which to 
satisfy transactions requirements of the 
public and reserve requirements for the 


15Gurley and Shaw, op. cit.; and “Financial 
Intermediaries and the Saving-Investment 
Process,” Journal of Finance, May 1956. 
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financial intermediaries) there would be 
a multiple expansion of these highly 
liquid non-monetary claims similar to 
the expansion of demand deposits by 
commercial banks on the basis of their 
reserves. 


THE STOCK OF MONEY, 
THE VELOCITY OF MONEY, 
AND THE SUPPLY 

OF LOANABLE FUNDS 


Following this line of reasoning, there 
is no reason why the liquidity of such 
a system could not be assured by a cen- 
tral financial agency with money-issuing 
powers, such as the Federal Reserve 
System in its relationship to the com- 
mercial banking system. Such an agency 
could either rediscount the non-liquid 
assets of the non-monetary intermedi- 
aries, or make advances against such 
assets. 


In examining the liquidity of non- 
monetary financial intermediaries, it 
would be well to keep in mind that the 
difference between their savings deposits 
or shares and demand deposits, is, in 
this respect, only one of degree. One 
need only remember the _ recurrent 
liquidity crises of commercial banks 
prior to the establishment of the Federal 
Reserve System, which resulted from the 
inelasticity of the currency. The estab- 
lishment of a central bank which always 
retained a reserve of lending power was 
assumed to be a remedy for the prob- 
lem of ultimate liquidity. Yet, the bank- 
ing system broke down again after 1929 
because of the inaccessibility of the Fed- 
eral Reserve System to the commercial 
banks. 


Presumably, the amendments of the 
1930s have given the Federal Reserve 
System unlimited lending and currency- 
creating power so that there need never 
again be a commercial banking crisis 
similar to that which gave rise to them. 
The availability of such an institution to 
the non-commercial bank intermediaries 
could give them equivalent ultimate 
liquidity in the form of ability to convert 
the claims of their depositors into de- 


mand deposits or currency on a large 
scale. The Federal Home Loan Banks 
and the Savings Bank Trust Company 
serve this purpose with respect to the 
savings and loan associations of the 
country and the savings banks of New 
York State, respectively. They also are 
limited, however, insofar as their ability 
to create means of payment is restricted. 


The impact of the non-monetary 
financial intermediaries can be demon- 
strated most clearly by assuming one 
hundred percent reserve requirements for 
commercial banks, thus limiting the ex- 
pansion of the supply of means of pay- 
ment, and further by assuming that 
commercial banks are restricted to hold- 
ing demand deposits. Under’ these 
circumstances, checking accounts would 
be kept with commercial banks only for 
transaction purposes since the banks 
would have no earning assets and would 
have to impose charges on depositors 
sufficient to cover all costs of operation. 
Additional means of payment for the 
economy could be created only by a cen- 
tral monetary authority which would 
issue such means of payment by purchas- 
ing securities from the public (including 
financial institutions), or by deficit 
financing of government, the deficit 
being covered by the issuance of currency 
or by selling securities to the central 
monetary authority. 

Given the stock of means of payment, 
the supply of loanable funds and the 
volume of expenditures could still be 
varied. This might be accomplished by 
individuals or non-financial corporations 
investing their surpluses directly in 
securities. But, more likely, financial 
intermediaries would play an ever-in- 
creasing role in satisfying the public’s 
desire for highly liquid balances which 
would simultaneously provide some in- 
come or special service. 

This can be illustrated with a simple 
set of accounting entries for commercial 
banks, other financial institutions, the 
public, and business. One may begin 


with $100 of demand balances to be trans- 
ferred to non-monetary financial insti- 
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tutions, and consider demand deposits It is further assumed that 20 percent 
to be the only form of means of pay- of subsequent increments to the money 
ment. Thereafter, it is assumed that balances of the public will return as 
other financial institutions will lend 90 deposits to the non-monetary financial 
percent of the deposits left with them. institutions. 


1. Balances of the public are transferred from commercial banks to other 
financial institutions: 


Public: 

Debit: Deposits in other financial institutions 

Credit: Demand deposits in commercial banks .......... $100 
Other Financial Institutions: 

Debit: Demand deposits in commercial banks 

Commercial Banks: 

Debit: Demand deposits of the public .................. $100 

Credit: Demand deposits of other institutions ........... $100 

2. Other financial institutions lend 90 percent of their deposits to business, 

retaining a 10 percent cash reserve: 

Business: 

Debit: Demand deposits in commercial banks ........... $90 

Other Financial Institutions: 

Credit: Demand deposits in commercial banks .......... $90 
Commercial banks: 


Debit: Demand deposits of other institutions ............ $90 
Credit: Demand deposits of bUSINESS $90 


3. Business spends the borrowed funds for goods and services, the total pro- 
ceeds accruing to the public: 

Business: 

Debit: Expenditures for goods and services ............. $90 

Credit: Demand deposits in commercial banks .......... $90 
Public: 

Debit: Demand deposits in commercial banks ........... $90 

Credit: Income received from business ..............000- $90 
Commercial Banks: 


Debit: Demand deposits of business ..............eeeee: $90 
Credit: Demand deposits of Public: $90 


4. Public transfers 20 percent of the increment in its balances to other financial 
institutions: 

Public: 

Debit: Deposits in: other institutions. ss $18 

Credit: Deposits in commercial banks .................. $18 
Other Financial Institutions: 

Debit: Demand deposits in commercial banks ........... $18 

Commercial Banks: 

Debit: Demand deposits of the public .................. $18 

Credit: Demand deposits of other institutions ........... $18 


5. The cycle illustrated in the first four steps may be continued indefinitely. 
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The following net sources and uses of funds accounts of the four sectors sum- 


marize the first four sets of transactions: 


Commercial Banks 


Uses 
Unchanged 


Sources 
Unchanged 


(Total debits to demand deposits equal $298, demonstrating 
a three-fold turnover of the stock of money.) 


Other Financial Institutions 


Uses Sources 
Demand deposits ......... +$28 Deposits of public ...... +$118 
Public 
Uses Sources 
Demand deposits ........ —$28 Income received from 
Deposits in other +$90 
Business 
Uses Sources 
Expenditures for goods Bonds outstanding ....... +$90 
Nd SERVICES +$90 


Although the figures assumed above 
suggest a very low deposit multiplier for 
other institutions, they do demonstrate a 
potential for expanding direct debt and 
the supply of liquid assets without in- 
creasing the stock of means of pay- 
ment.16 


The immediate implications of this 
potential expansion of the supply of 
loanable funds by the non-monetary in- 
termediaries are: (1) an increase in 
the velocity of money, to the extent that 
depositors would not otherwise have 
spent the balances which they are now 
placing with the intermediaries; (2) a 
reduction in the interest rate to the ex- 
tent that depositors would not otherwise 
have made their funds available in the 
money and capital markets, so that the 
intermediaries are only substituting in 
this respect for their depositors; (3) a 
different allocation of loanable funds in 
the credit markets to the extent that the 
basic policy of the intermediaries is dif- 


16The “liquid asset multiplier’ has been 
examined in some detail in an article by 
Donald Shelby, “Some Implications of the 
Growth of Financial Intermediaries,’ Journal 
of Finance, December 1958, pp. 527ff. 


ferent from that of individual lenders.17 


THE IMPACT OF GROWTH OF 
NON-MONETARY INTERMEDIARIES 
ON MONETARY POLICY 


Views of Gurley and Shaw. In an 
economy where monetary policy is 
framed in such a manner as to exercise 
its influence through control over the 
commercial banking system, the decline 
of the commercial banks relative to other 
intermediaries would suggest, at least 
at first sight, that new tools of mone- 
tary policy are required to cope with the 


changing structure of the financial 
markets. The reactions to these devel- 
opments have, however, been quite 


varied. At the one extreme is the view 
expressed by Gurley and Shaw that ex- 
isting regulatory techniques are obso- 
lete: 


“With a sophisticated financial struc- 
ture providing financial assets, other 
than money and bonds, in increasing 


17An interesting theoretical comment on 
the allocational implications is to be found 
in John Lintner, ‘‘The Theory of Money and 
Prices,” in The New Economies, edited by 
Seymour E, Harris, New York, Alfred E. 
Knopf, 1948, p. 521, ff. He says, “Capital 


markets do not form one homogeneous unit. 
If the channeling of savings to different in- 
stitutions does not make those savings effec- 
tively available to units needing funds for 
new investments, the level of income may 
fall even though the volume of intended in- 
. exceeds ex-ante savings.” 


vestment .. 
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proportion to both, control over money 

alone is a decreasing efficient means 

of regulating flow of loanable funds 

and spending on goods and services.” 18 

Views of Rosa and Riefler. At the 
other extreme, are several writers who 
look upon the same developments as 
having increased the effectiveness of 
monetary policy. Robert V. Rosa, in an 
oft-cited article, points out that the 
simultaneous growth of a large public 
debt and of a number of non-monetary 
lending institutions which hold govern- 
ment securities in substantial proportion 
to their total assets has made for in- 
creasing effectiveness of central bank 
operations in controlling the flow of 
funds into the capital markets.19 Such 
lenders as savings banks and life in- 
surance companies are primarily in the 
long-term market and are, consequently, 
especially sensitive to minor changes in 
the interest rate. A small rise in the 
yield on long-term government securities 
quickly retards switches out of govern- 
ments into the mortgage or corporate 
securities markets, limiting the availa- 
bility of credit to these other markets. 
Rosa contends that changes in short- 
term yields readily influence long-term 
rates and prices, as well as expectations. 
Hence, the more traditional central bank 
operations in the short-term markets are 
usually adequate. If necessary, however, 
the central bank can enter directly into 
the long-term market. 


Rosa’s thesis has been very recently 
supported by Winfield W. Riefler, Assist- 
ant to the Chairman of the Board of 
Governors of the Federal Reserve Sys- 
tem.2® He ascribes a high degree of 
fluidity among the major open money 
markets to the active decisions of man- 
agement in commercial banks, as well as 
in other institutions such as insurance 


18Gurley_and Shaw, “Financial Aspects of 
Economic Development,” American Economic 
Review, September 1955, pp. 537-538. 

19Robert V. Rosa, “Interest Rates and the 
Central Bank,’ in Money, Trade and 
Economie Growth, New York, The Macmillan 
Co., 1951, pp. 270-295. 

20W. W. Riefler, “Open Market Operations 
in Long-term Securities,” Federal Reserve 
Bulletin, November 1958, p. 1160ff. 


companies and pension and trust funds, 
to shift between different categories of 
investment as well as between different 
maturity sectors, when they think it will 
pay. Similarly, he points out that bor- 
rowers such as finance companies and 
public bodies shift between markets and 
maturities depending upon their expecta- 
tions. More emphatically than Rosa, 
Riefler seems to conclude that central 
bank operations in short-term securities 
are effective in influencing all the major 
money and capital markets. 


Views of Burns. Arthur F. Burns, the 
former chairman of President Eisen- 
hower’s Council of Economic Advisers, 
takes the same set of facts (the growth 
of non-monetary financial intermediaries 
and the rise of the public debt) and 
arrives at a quite different set of con- 
clusions.2! Actions taken to stem in- 
flation by raising interest rates increase 
the cost of holding demand deposits, and 
stimulate their conversion into highly 
liquid earning assets. This permits the 
expansion of loans of the non-monetary 
financial intermediaries to grow rapidly 
even when reserves of commercial banks 
are severely restricted by Federal Re- 
serve policy. Furthermore, he suggests, 
the growth of federal debt in the port- 
folios of commercial banks as well as 
those of the other types of financial in- 
stitutions, has increased the flexibility 
of management. The financial institu- 
tions have disposed of their holdings of 
Treasuries, at a loss if need be, and 
transferred their funds to other markets 
where customers are clamoring for them. 
He points out that the government 
securities have, in recent years, been ab- 
sorbed by individuals, by the growing 
federal trust funds, and by various state 
and local investment accounts. Burns 
does not deny that Federal Reserve Sys- 
tem’s power is greater than it was in 
the 1920s, especially since the Federal 
Reserve System authorities can now vary 
reserve requirements. Increases in the 


21Arthur F. Burns, Prosperity Without In- 
flation, Buffalo, Economics Books, 1957, Chap- 
ter 3. 
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velocity of money or in the supply of 
loanable funds by financial institutions 
could be offset. But, he concludes, “in 
order to achieve a particular effect on 
the nation’s total expenditure in today’s 
environment, the degree of credit restric- 
tion which needs to be taken is likely 
to be appreciably greater than was the 
case a generation ago.” 22 


Views of McKinley and Shelby. Two 
quite recent articles by Gordon McKin- 
ley and Donald Shelby, after very 
effectively elaborating on the credit crea- 
tion role of financial intermediaries other 
than commercial banks, proceed to an 
interesting thesis to the effect that it is 
this very ability to expand credit to a 
multiple of their holdings of demand de- 
posits that has made the credit structure 
more sensitive to Federal Reserve Sys- 
tem policy.23 Shelby refers to a 
“leverage effect,” since any reduction of 
demand deposits held by the non-mone- 
tary intermediaries in commercial banks 
(on the assumption, of course, that they 
maintain a fully loaned-up position) must 
result in a multiple contraction of their 
earning assets. If Federal Reserve 
action succeeds in reducing the total 
supply of means of payment by restric- 
tive action upon commercial bank re- 
serves, the public will at some point try 
to maintain the ratio of its transactions’ 
balances to total expenditures by shift- 
ing away from its non-monetary balances 
in other financial intermediaries back to 
demand deposits in commercial banks, 
with a corresponding loss of reserves to 
the non-monetary intermediaries.24 


SUMMARY AND 
CONCLUSIONS 


Both statistical studies and recent 
theoretical analyses have agreed in 
assigning a more important role to finan- 
cial institutions other than commercial 
banks than is conceded in the traditional 
course in money and banking. Although 


22Tbid., p. 54. 

23McKinley, op. cit.. pp. 325-328 ; and Shelby, 
op. cit., pp. 538-541. 

24Shelby, op. cit., p. 539. 


there is no statistical evidence of any 
significant change in the relative impor- 
tance of internal and external financing 
in the United States economy in the 
last half century, within the area of ex- 
ternal financing several important struc- 
tural changes have occurred. Financial 
intermediaries have grown in impor- 
tance relative to direct finance, and 
intermediaries other than commercial 
banks have grown in relative importance 
within the financial intermediary group. 
The growth of these non-monetary in- 
termediaries has made it theoretically 
possible to increase the efficiency of any 
given quantity of means of payment in 
the economy, increasing the velocity of 
money and the supply of loanable funds. 


Opinion has differed, however, as to 
the significance of these developments 
for monetary policy. On the one hand, 
it is argued that the growth of the non- 
monetary intermediaries makes possible 
the circumvention of restrictive actions 
taken by the central bank, which are 
directed against commercial bank re- 
serves. On the other hand, it is pointed 
out that the simultaneous growth of 
the federal debt and its substantial place 
in the portfolios of the expanding inter- 
mediaries, both monetary and non- 
monetary, ties all the money and capital 
markets together more effectively than 
ever. Thus, the growth of the non- 
monetary institutions might be looked 
upon as adding scope to the effectiveness 
of policy. Other points of view suggest 
either the greater or lesser effectiveness 
of montary policy as a result of these 
same structural changes in the economy. 


A meaningful appraisal of these sig- 
nificant differences of opinion must come 
from further study of the several dif- 
ferent underlying assumptions. Among 
the questions for such study are the 
following: (1) How do changing short- 
and-long-term yields on government 
securities affect the distribution of insti- 
tutional assets both as between different 
markets and different maturities? (2) 
How do changing interest rates and 
changing price levels affect the distribu- 
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tion of liquid balances of the non- 
financial public (individuals busi- 
nesses) between demand deposits and 
various earning types of liquid balances? 
(3) What is meant by a fully-invested 
position for financial institutions other 
than commercial banks, and to what ex- 
tent are they always fully invested? 
In other words, how responsive are they 
to the acquisition or loss of demand 
deposits held by them in commercial 
banks in determining their total invest- 
ment position? 


Whatever the answers to the above 
questions, and whether or not one con- 
cludes accordingly that monetary policy 
has been rendered more or less effective 
or has remained relatively unaffected by 


the changing financial structure, it must 
be apparent that policy can be understood 
only in the broadening context of the 
behavior of all major financial markets 
and institutions, rather than in the 
limited context of the so-called “money- 
creating” institutions, the commercial 
banks. The “credit-creating” and re- 
source allocation functions of non-mone- 
tary deposit and lending institutions are 
also important. The means of payment 
are only one form, albeit the most liquid 
and quantitatively the most important 
form, of liquid balances; the commercial 
banks are only one type of institution, 
admittedly the most versatile and largest 
single type, among those supplying 
funds to the various markets. 
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Legislation for Participative Management 
by KARL H. STEIN* 


The following article describes the ways 
in which West German labor partici- 
pates in the management process and 
can challenge managerial action in the 
areas traditional to collective negotia- 
tions, as well as other fields, under pres- 
ent-day ''codetermination" legislation.? 


OneE of the lesser known aspects of 
the post-World War II economic life 
of West Germany has been its labor re- 
lations. On the whole, that trunkated 
country has embraced a vigorous creed 
of free enterprise under the leadership 
of its German apostle Ludwig Erhard.2 
Even before there were signs of a re- 
turn to cartellization, the West German 
economy deviated strongly from the 
accepted model of a market economy in 
its industrial relations organization. 
Such a model does not, of course, pre- 
clude a high degree of unionization. 
Most advanced industrial economies tend 
to function as systems of collective 
action.3 Unionization was only a facet 
of the process of matching economic 
power with countervailing economic 
power which gradually pervaded most 
markets.4 The strong revival of German 
unionization after World War II, there- 
fore, could not in itself be considered 
as detracting from West Germany’s 
economic resurgence under private initia- 
tive. Rather, it was the aims and ob- 
jectives and the role which this move- 
ment saw for itself, some of which were 
later embodied in law, which appeared 
*Karl H. Stein is an assistant professor of 
Marketing in the Temple University School 
of Business and Public Administration. He 
has written articles in the fields of manage- 
ment and marketing which have appeared in 


this and_other professional journals, He is 
also engaged in consulting work. 

1The legal provisions are covered in this 
article. Other aspects of the system will be 
discussed in several future articles. 

2See, for example, Ludwig Erhard, Prosperity 
Through Competition, New York, 1958. 

8scf. J. R. Commons, The Economies of Col- 
lective Action, New York, Macmillan, 1915, 
passim. 

4cf. J. K. Galbraith, American Capitalism, 
Boston, Houghton Mifflin, 1952, passim. 


to be at odds with the traditional con- 
cepts of free enterprise. 


The goal of the reborn West German 
labor movement can be summarized by 
its slogan: “Codetermination in all 
phases and at all levels of economic 
life”.5 And economic life, as recently 
as ten years ago, was not visualized as 
one of free enterprise; rather it was 
viewed as a form of Planwirtschaft 
(planned economy), including nationaliza- 
tion of certain basic industries such as 
coal, steel, and basic chemicals, along 
the lines of the British post-World War 
II labor government. 


Codetermination (Mitbestimmung) 
means participation in decision making. 
In choosing this slogan, German organ- 
ized labor was attempting to restate its 
goals from the days after World War I 
when (Wirtschaftsdemokratie) economic 
democracy based on labor codetermina- 
tion in economic life was proclaimed as 
the first stage toward the achievement 
of full socialism. Whereas the emphasis 
in labor codetermination during the 
Weimar Republic fell equally at the level 
of the individual company and in organs 
of greater scope than of the individual 
company, after World War II West 
German organized labor concentrated 
most of its efforts to achieve codeterm- 
ination at the company level, leaving 
supra-company codetermination, except 
for collective bargaining, which was re- 
established, and economic planning, as 
possible later goals, perhaps to be 
attained by political rather than economic 
means. 


Intra-company codetermination is ex- 
ercised partly by a works council, an 
employee representative body which is 
independent of unions. Supra-company 
codetermination involves labor participa- 
tion in collective bargaining negotiations, 

5Deutscher Gewerkschaftsbund, editor, Pro- 
tokoll Gruendungskongress des D. G. B., 


Koelin, 1948, p. 318. 
6Loe. cit. 
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which in Germany take place between 
non-local unions and employers’ associa- 
tions and cover entire industries or areas. 
Supra-company codetermination could 
also (and during the Weimar period did) 
take place in various multipartite 
economic councils which cover specific 
basic industries such as coal, steel, and 
basic chemicals, and were concerned with 
the preparation of economic legislation 
and the recommendation of economic 
policies. 

Codetermination, as was stated, means 
participation in decision making. As 
applied to the individual enterprise, it 
means that employees, especally non- 
supervisory employees or their represen- 
tatives, take some part in the manage- 
ment of the enterprise. 


Management, at the risk of failure in 
obtaining its objectives, cannot afford 
to operate in a vacuum. Economic en- 
terprise is justified by the demands of 
the market. Buyers, whether ultimate 
consumers, users or resellers, therefore 
influence entrepreneurial policies. Inso- 
far as suppliers have stronger bargain- 
ing power or there is strong competition 
among buyers, the former will influence 
the latter’s activities. This applies to 
the suppliers of raw materials, compon- 
ent parts, finished products, funds, as 
well as labor service. Government has 
gradually taken a more active part in 
regulating business in the public inter- 
est, not to speak of its increasingly im- 
portant role as a larger buyer. 


Thus, enterprise has ever been sur- 
rounded by groups which influence its 
decisions, whether the legitimacy of 
these influences stemmed from the con- 
sumer’s sovereignty, bargaining strength, 
or governmental police power. 

As important as the fact of influence, 
however, is the degree to which it is 
exercised, the areas which are affected 
by it, and the extent to which it can 
be pressed home to effectiveness. One 


must therefore dissect codetermination 
according to the degree of influence, ac- 
cording to the vulnerability of the areas 
of managerial policy and actions which 
are subject to several degrees of code- 
termination, and finally, according to the 
sanctions established by law to make 
this influence effective. 


THE WEST GERMAN 
CORPORATION AND 
LABOR CODETERMINATION 

Labor codetermination functions 
mostly within the framework of West 
German corporate enterprises where the 
organization differs in certain respects 
from that of their American counter- 
parts. The supervisory board, the West 
German equivalent of the board of direc- 
tors, has, as its name implies, a super- 
visory and auditing, rather than a 
policy formulating or even policy endors- 
ing function. No active officer of the 
company may be a board member, al- 
though he may be asked to submit to and 
participate in discussions with the board. 
The entire responsibility for the manage- 
ment of the enterprise of the West 
German corporation rests with the 
Vorstand, or board of management, com- 
posed of three or more top men in the 
fields of general management with an 
emphasis on the fields of marketing, 
production, and, frequently, personnel. 
A supervisory board acts in behalf of 
all stockholders, who, in some respects, 
retain greater ultimate decision making 
power than is usual in publicly held 
American corporations. 


Codetermination of the 
Supervisory Board 

Under the Plant Organization Law 
employee representatives have one-third 
of the seats and votes on the supervis- 
ory boards of enterprises to which this 
law applies; stockholders have _ two- 
thirds. The Coal and Steel Law, on the 


other hand, provides for equal or parity 
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Chart 1 Organizational Relationships 
under the Plant Organization Law 


General Assembly 
of Stockholders 


Supervisory Board Ree see 


Line and Staff 
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representation of stockholders ~ and 
labor.7 (See Chart 1). 


The difference is not merely quantita- 
tive, but also qualitative. The super- 
visory board in enterprises to which the 
Plant Organization Law applies is a 
bipartite organ; in the coal and steel 
industries, on the other hand, it is a body 
composed of more than two homogeneous 
groups. It is therefore multipartite. In 
the former case, the labor representation 
is made up primarily of persons em- 
ployed in the enterprise who are nomin- 
ated by the works council and employ- 
ees. Only on larger boards (with nine 
or more members) can employees be 
represented by outsiders, that is, by per- 
sons not employed in the enterprise, and 
then, only if there are two or more labor 
representatives on the board. Usually 


7The two laws containing the major pro- 
visions on labor codetermination which have 
been enacted since World War II are the 
Gestz ueber die Mitbestimmung der Arbeit- 
nehmer in den Aufsichtsraeten und Vorstaen- 
den der Unternehmen des Bergbaus und der 
Eisen- und Stahlerzugenden Industrien, Bu- 
engesetzblatt 1951, Vol. I, p. 347ff., hereafter 
referred to as the Coal and Steel Law and 
abbreviated C.S.L., and the much milder 
Betriebsverfassungsgesetz Bundesgesetzblatt, 
1952, Vol. I. p. 681ff., hereafter referred to as 
the Plant Organization Law and abbreviated 
P.O.L., which applies to the rest of West 
German industry. 


production workers (Arbeiter) will have 
equal representation with white collar 
workers (Angestellte).§ 

In the coal and steel industries, on the 
other hand, only half of the labor repre- 
sentatives need actually be employed in 
the business on the supervisory board of 
which they serve. They are nominated 
by the works council in consultation with 
the union organizations represented in 
the plant. The rest of the labor repre- 
sentatives may be outsiders, and are 
nominated by the union federations in 
proportion to their membership in the 
plant.9 

Under the Coal and Steel Law, besides 
the three groups — stockholder repre- 
sentatives, inside employee representa- 
tives, and union representatives — there 
is one more constituent group serving 
on the supervisory board. They are 
called additional members (weitere Mit- 
glieder). They must fulfill the follow- 
ing qualifications: within a year preced- 
ing their election, they must not have 
been representatives of a trade union, or 
employers’ associations, or a federation 
of these organizations; they must not 
have been employed by, or under con- 
tract to such organizations; they must 
not be active in the enterprises on whose 
boards they serve as employees or em- 
ployers; and they must not have a sub- 
stantial interest in these enterprises.1° 
(See Chart 2). 

Additional members are nominated in 
equal numbers, separately by stockhold- 
ers and unions. One of them, known as 
the odd member in the literature, is 
elected by majority vote of the other 
board members including at least three 
stockholder and three labor representa- 
tives.11 


If the required majority vote is not 
given, a bipartite mediation committee 
(Vermittlungsausschuss) consisting of 
two stockholder and two labor represen- 


8P.0.L. Art. 76, secs. 2, 3; Art. 10, sec. 3. 
9C.S.L. Art. 6, secs. 1, 2, 3. 
10C.S.L. Art. 4, secs. 1, 2. 


11C.8.L. Art. 8, sec. 1; Boldt, Mitbestim- 
mungsgesetz Eisen und Kohle, p. 92 
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Chart 2 Organizational Relationships 
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ganization Law represent progress in 
comparison with the parity representa- 
tion stipulated by the Coal and Steel 
Law. For organized labor, of course, 
the Plant Organization Law meant a re- 
treat from a more satisfactory situation 
created by the Coal and Steel Law. 

This was to be expected. Under the 
Plant Organization Law, labor has only 
minority representation, and that, mainly 
by insiders, that is, persons employed in 
the enterprise. Under the Coal and Steel 
Law it has equal representation with 
stockholders by both insiders and out- 
siders. 

Furthermore unions enjoy a definite 
degree of domination over the labor sec- 
tor of the supervisory board under the 
Coal and Steel Law which they do not 
have under the Plant Organization Law. 
For instance, unions may object to nomi- 
nations for election to the supervisory 
board made by the works council. If the 
works council does not withdraw such 
contested nominations, unions may ap- 
peal the case to the Federal Minister of 
Labor for final disposition. But the 
works council has no corresponding right 
to object to union nominations for the 
supervisory board. The works council 
need merely be consulted. Moreover, it 


tatives of the board, submits a slate of 
three candidates to the general assem- 
bly of stockholders for election. If the 
general assembly of stockholders fails 
to elect one of these on the ground that 
none of them can be trusted to work 
for the welfare of the enterprise, and 
it is sustained in its contention by the 
competent state supreme court, the 
mediation committee must submit a sec- 
ond slate of candidates for the position 
of odd member of the board. If the 
court does not sustain the stockholders 
in their objections, stockholders must 
elect one of the slate. If they are sus- 
tained a second time, stockholders them- 
selves may nominate and elect the odd 
member. 12 


From this elaborate procedure one 
might be inclined to see a greater sig- 
nificance in the odd member’s role than 
it has in fact. Experience has shown 
that where an odd member with a labor 
background or bias was elected, a person 
with a stockholder or managerial back- 
ground was appointed chairman of the 
supervisory board. 

In the eyes of management the code- 
termination provisions of the Plant Or- 


12C.8.L. Art. 8, secs. 2-4. 
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is the unions which nominate the addi- 
tional members on the labor side of the 
board without works council participa- 
tion.13 


Finally, under the Plant Organization 
Law, employees themselves elect repre- 
sentatives to the supervisory board, 
whereas under the Coal and Steel Law 
employees take no direct part in putting 
labor representatives on the board; this 
is done by the unions and the works 
council. 


Similarly, the removal of labor mem- 
bers from the supervisory board under 
the Coal and Steel Law requires action 
by the works council or by unions; while 
under the Plant Organization Law em- 
ployees themselves can terminate a labor 
representative on the supervisory board. 
A three-quarter majority vote of at least 
one-fifth of the employees eligible to vote 
in works council elections is required for 
this purpose. 

Perhaps it would not be too much to 
say, therefore, that employees in the 
business only enjoy participation or weak 
codetermination rights vis-a-vis the 
unions under the Coal and Steel Law. 
By way of contrast, the Plant Organiza- 
tion Law places the emphasis on em- 
ployee rather than organized labor rep- 
resentation on the supervisory board. 
Outsiders, that is persons not actually 
employed in the enterprise, may not sit 
on any except the larger boards which 
already have at least two inside em- 
ployee representatives. Unions, there- 
fore, directly enjoy only marginal par- 
ticipation on the supervisory board of 
the majority of West German enterprises 
to which the more general Plant Organi- 
zation Law applies. 

The Coal and Steel Law provides for 
the appointment of a labor director 
(Arbeitsdirektor) who exercises the ulti- 
mate degree of codetermination, that is, 
co-management. His appointment to the 
management board requires the approval 
of the majority of the labor members of 


13C.S.L. Art. 6, secs. 1-4. 


the supervisory board.14 The labor 
director has functional responsibility for 
personnel administration and industrial 
relations. But all decisions and actions 
of the management board are under- 
taken collectively and by its majority de- 
cision. The labor director’s right of co- 
management and his right to make a 
decision or action contingent upon his 
assent is limited by his minority position 
on the management board. However, the 
by-laws or procedural provisions of the 
management board may give him dele- 
gated authority in certain spheres. 

By his appointment, the labor director 
becomes a constituent member of the 
organ of legal representation of the cor- 
poration. In a legal sense, at least, he 
therefore cannot represent any third 
party such as labor.15 In fact, the Coal 
and Steel Law admonishes the labor 
director to “act in closest cooperation 
with the other officers.”16 At the same 
time, it is justifiable to consider the role 
of the labor director as the ultimate 
degree of codetermination legalized under 
present legislation, that is, co-manage- 
ment. This interpretation is corrobo- 
rated by the opening words of the Coal 
and Steel Law: “Employees have a right 
of codetermination on supervisory boards 
and in organs of legal representation,” 
that is, management boards.17 The cor- 
porate responsibilities of all members of 
the management board are all-inclusive 
and cover all aspects of administration. 
The labor director fully shares in these 
responsibilities; but being close to labor 
by background and training, if not a 
former works councillor or union official 
himself, he is bound to color the thinking 
of his fellow officers. 


As far as employees are concerned, 
company locals of national unions are 
practically nonexistent. Employees are 
represented by an elected works council 
made up roughly in proportion to the 


14Coal and Steel Law, Art. 13, sec. 1. Here- 
after cited as C.S.L. 

15Gerhard Boldt, Mitbestimmungsgesetz 
Eisen und Kohle, pp. 127, 130. 

16C.S.L. Art. 13, sec. 2. 

17C.8.L. Art. 1, sec. 1. 
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membership within the individual com- 
pany of various unions of both hourly 
paid and salaried employees. 


First of all, codetermination (Mit- 
bestimmung) in the narrower technical 
sense should be distinguished from par- 
ticipation (Mitwirkung). In the case of 
participation the employees have the 
right to participate in preparing decis- 
ions on actions to be taken, while the 
decisions themselves are made by man- 
agement alone, as before. In the case 
of codetermination, on the other hand, 
employees have the authority either to 
participate directly in making the de- 
cisions, or to oppose them effectively. 


Degrees of Participation 


The Plant Organization Law provides 
for eight degrees of participation. These 
degrees will be listed and discussed in 
ascending order. The criteria selected 
for the sequence of enumeration are: 
first, the extensiveness of the rights 
involved; second, the conclusiveness of 
the procedure for settling disputes aris- 
ing out of the exercise of these rights of 
participation and codetermination, and 
finally, the severity of the legal sanc- 
tions which can be invoked against the 
violation of these rights. 


Labor’s participation rights are as 
follows: first, the right of information; 
second, the right of information and ex- 
planation; third, the right to be heard; 
fourth, the right of information and in- 
quiry; fifth, the right of consultation; 
sixth, the right of information and con- 
sultation; seventh, the right of partici- 
pation on policing the observance of 
certain regulations and agreements; and 
eighth, the right of participation by con- 
clusion of plant agreements. 


Degrees of Codetermination 


The Plant Organization and Coal and 
Steel Laws provide for the following 
seven degrees of labor codetermination 
in the technical meaning of this term, 
as defined above. First, the right of co- 
determination by bargaining; second, the 
right of objection; third, the right of 


conditional veto; fourth, the right to re- 
quest managerial action; fifth, the right 
of joint supervision and codecision on a 
minority basis; sixth, the right of joint 
supervision and codecision on a parity 
basis; and seventh, the right of co- 
management. 


Functional Scope of 
Codetermination 


In the personnel areas of training, 
compensation administration, discipline 
and employee services, employee repre- 
sentatives enjoy the following rights of 
participation and codetermination. 


The works council has a right of code- 
termination by bargaining on vocational 
training and the following phases of 
compensation administration: time and 
place of payment of wages and salaries; 
determination of piece and job rates; be- 
ginning and end of daily working hours 
and rest periods; establishment of vaca- 
tion schedules, and establishment of new 
methods of payment. The works council 
has a similar right of codetermination by 
bargaining on shop rules and shop disci- 
pline and in promoting the vocational and 
social rehabilitation of those in need of 
special protection. Plant agreements can 
also regulate the establishment and ad- 
ministration of company welfare services 
where they have not already been cov- 
ered by legal or collective contract pro- 
visions. 18 


In all these instances, if no agreement 
can be reached, an ad hoc tripartite con- 
ciliation board is formed at the request 
of either side under an impartial chair- 
man; he is appointed by the president 
of the labor court if the parties them- 
selves cannot agree on his selection. The 
board’s award is binding regardless of 
whether the parties agree to accept it 
or not, and whether or not one of the 
parties refuses to take part in these pro- 
ceedings. 


The parties may also voluntarily agree 
to form a conciliation board, and to abide 
by its decision before or after it is ren- 


18P.0.L. Art. 56, sec, 1; Art. 54, sec. 1(4); 
Art. 57, 
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dered. However, the collective contract 
may provide for yet another settlement 
procedure. In this instance a mediation 
board is formed by the employers’ asso- 
ciation and union.19 


As full and equal members of super- 
visory boards, labor representatives have 
codetermination rights of joint supervis- 
ion and codecision. They enjoy these 
rights on a minority basis under the 
Plant Organization Law, and on a parity 
basis under the Coal and Steel Law. 
This means that they help to decide on 
the compensation of officers. Compensa- 
tion includes salaries, profit sharing 
bonuses, expense accounts, insurance 
premiums, deferred compensation, pen- 
sions and other auxiliary payments of all 
kinds. Labor representatives, as full 
members are jointly responsible with 
other members of the board for manage- 
ment, and receive compensation com- 
mensurate with their responsibilities and 
with payments made to employees and 
payments for the general welfare. 


Labor representatives similarly help 
to decide on the appointment and dis- 
missal of corporate officers for violation 
of duty or incapacity.?° 


These rights are strengthened under 
the Coal and Steel Law. This law pro- 
vides that the labor director, the officer 
with functional responsibility for per- 
sonnel administration and industrial re- 
lations, cannot be appointed or removed 
over the veto of the majority of the 
labor representatives on the supervisory 
board. The labor director, as a member 
of the management board, has co-man- 
agement rights in the field of his 
functional responsibility, both as regards 


19P.0.L. Art. 50, secs. 1-5; Art. 56, sec. 2. 


20A. Baumbach, editor, Aktiengesetz, (here- 
after cited as C.L. (Corporation Law), Art. 
717, secs. 2, 3; Art. 75, secs: 1, 3. As full 
and equal members of the supervisory board 
labor representatives have the right and duty, 
individually and collectively, to supervise the 
management board jointly with the other 
members of the supervisory board. Examina- 
tion and audit of records can be delegated to 
these labor representatives as to all other 
supervisory board members. Furthermore any 
board member may request special written or 
oral report from management on specific or 
general issues. (C.L. Art. 92, sec. 4; Art. 
95, secs. 1, 2, 4). 


policy formulation and its administration. 

However, since policy formulation in 
the West German corporation is mostly 
cooperative within the management 
board, the labor director will rarely have 
sole authority even in his own sphere. 
Most of his policy decisions require the 
approval of his fellow officers. Besides, 
the works council has codetermination 
right vis-a-vis him as a member of man- 
agement. Because of his minority posi- 
tion on the management board, per- 
suasion will probably be the strongest 
form of influence he can exercise. 

The works council enjoys the follow- 
ing rights of participation in the field 
of safety and health. It may participate 
in regulation of accident and disease pre- 
vention and in policing the observance 
of such regulations. The works council 
must be consulted on the introduction 
and examination of safety appliances 
and in the case of accident investiga- 
tions. Furthermore, the works council 
is supposed to cooperate with factory 
inspectors in the carrying out of safety 
and other labor protective regulations.?1 

In the personnel areas of hiring, re- 
classification, transfer and dismissal of 
employees, employee representatives en- 
joy the following rights of participation 
and codetermination. The works council 
has to be informed and consulted in the 
case of hirings and separations of non- 
supervisory personnel, if more than ten 
percent of the regular work force are 
involved. Up to one year’s imprisonment 
and additional fines may be imposed for 
violation of this right.22 The purpose of 
this stipulation is to avoid hardship for 
individual employees. The same purpose 
is served by the works council’s right to 
be heard prior to every dismissal. 

The works council has also to be in- 
formed about hirings, separations and 
other personnel changes involving super- 
visory, administrative, technical, confi- 


21P.0.L. Art. 57; Art. 58, secs. 1, 2. 
22P.0.L. Art. 66, sec. 2; Art. 78. 
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dential and other social insurance ex- 
empt personnel.23 


The works council may request from 
management the disciplinary discharge, 
transfer or reclassification of non- 
supervisory employees for repeated in- 
terruption of operations through “asocial 
or illegal conduct.”?24 This provision was 
framed to deal with former members of 
the National Socialist Party and present 
members of the Communist Party. 


In case of disputes, the works council 
can appeal to the competent labor court 
for a desistory order within two months 
of the time the personnel action takes 
place. If the petition is granted, the 
order takes effect within two weeks; if 
it is not complied with after due warn- 
ing, penalties amounting to at least four 
times the regular pay of the employee 
for each work day of violation can be 
imposed. The decision of the labor court 
can be appealed to the Land Labor Court, 
the decision of which is final.25 


Personnel areas legitimately may be 
considered subject to labor codetermina- 
tion since they directly affect the wages, 
hours, and working conditions of em- 
ployees. In the United States they are 
subject to collective bargaining which 
is backed up by an effective grievance, 
conciliation and arbitration procedure, 
which is, after all, only one specific in- 
stitutional form of labor codetermina- 
tion.26 Management on both sides of 
the Atlantic has ever jealously defended 
its managerial prerogatives. Areas out- 
side of the fields of hours, wages, and 
working conditions have been considered 
to lie beyond the scope of collective 
negotiations. 


CODETERMINATION IN 
ECONOMIC AFFAIRS 

Participation and codetermination in 
economic affairs means sharing in policy 
formulation in the field of general man- 


23P.0.L. Art. 66, secs. 1, 2; Art. 65. 

24P.0.L. Art. 61, sec 3. 

25P.0.L. Art. 61, sec. 2; Arts. 62, 63, 64. 

26Cf. Neil W. Chamberlain, The Union Chal- 
lenge to Management, New York: Harper & 
Co., 1948, passim. 


agement and the functional areas of 
finance, production, and sales.27 


The highest degree of codetermination, 
co-management in the field of general 
management as well as the various 
functional areas, is exercised by the labor 
director. He is a full and equal member 
of the management board, the exclusive 
executive organ of the West German cor- 
poration. Since most of its decisions are 
taken collectively, the labor director has 
almost as much influence in deciding 
questions arising in other functional 
areas as he has in his own. 


Labor representatives on the super- 
visory board also function in the areas 
of general management and its functional 
subdivisions. But true to the nature of 
the German board’s responsibilities, its 
work lies primarily in the control rather 
than the planning and _ operational 
phases of management. Nevertheless the 
supervisory board prepares the corporate 
by-laws for stockholder approval, which 
is clearly a planning function. These 
by-laws include such important items as 
the purpose of the enterprise, its capi- 
talization, as well as managerial actions 
requiring board approval.28 Thus, em- 
ployee representatives help in no unim- 
portant manner to set the course of the 
West German corporation. 

The supervisory board’s control activi- 
ties are comprehensive and, of course, 
labor representatives are entitled to par- 
ticipate fully in them. The supervisory 
board as a whole, or individual members, 
can require the management board to 
render reports on general or specific 
issues concerning the corporation at any 
time. The board can examine or can 
audit all records, investments and inven- 
tories or delegate these functions to in- 
dividual members.29 Management, in 
turn, is obligated to keep the necessary 
business records for this and other pur- 
poses.30 

The supervisory board has the right 


27P.0.L. Art. 62. 

28C.L. Art. 16, sec. 3; Art. 95, sec. 5. 
29C.L. Art. 95, secs. 1, 2. 

30C.L. Art. 8(a). 
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and duty to receive from management 
financial statements, its proposal on the 
disposition of earnings, and the annual 
report. It must examine and submit 
them with their recommendations to the 
general assembly of stockholders.31 It 
has the right and duty to receive quar- 
terly reports on operations and the 
status of the enterprise and special re- 
ports requested by the chairman or vice- 
chairman from the management board.32 


In addition, the supervisory board may 
represent the corporation in legal trans- 
actions with members of the manage- 
ment board, and take such legal action 
against it or against individual members 
as may be decided upon by the General 
Assembly of stockholders.33 


The works council may use its right 
of objection and challenge the following 
basic policy decisions of the supervisory 
and management boards: basic changes 
in the purpose of the enterprise, as far 
as not obviously dependent upon changes 
in market conditions; relocation of the 
entire establishment or major parts 
thereof; contraction or shutdown of the 
establishment or major parts thereof; 
mergers with other establishments; basic 
changes in plant installations, as far as 
not clearly dependent upon changes in 
market conditions; introduction of basi- 
cally new working methods insofar as 
they are not clearly in step with or serv- 
ing technological progress.34 


A three-step settlement procedure is 
provided unless a different process is 
agreed upon by management and the 
works council. Step one consists of 
unilateral or bilateral appeal to an 
official mediation agency. If mediation 
fails, a unilateral appeal is made in step 
two to an ad hoc tripartite intraplant 
conciliation board, which makes an arbi- 
tration award in step three. This award 
is not binding on management, but it 
involves liability to pay dismissal com- 
pensation to any employee who sues 


81C.L. Art. 96, sec. 2. 

82C.L., Art. 81. 

33C.L., Art. 97. 

34P.0.L., Art. 72, sec. 1(a), (b), (c), (d). 


management for the loss of his job be- 
cause management failed to abide by the 
arbitration award without compelling 
cause, 35 


In the area of general management, 
employees meeting in the plant assembly 
are entitled to information and explana- 
tions, in the form of the annual balance 
sheet and quarterly reports on the 
status and the prospects of the enter- 
prise. These reports are presented 
jointly by management, the economic 
committee, and the works council.36 

The economic committee is entitled to 
receive information and make inquiries 
regarding production and sales condi- 
tions and “other matters which funda- 
mentally affect the interests of employ- 
ees”37 with due regard to the safeguard- 
ing of business secrets and protecting the 
company’s competitive position.38 

Disputes concerning the exercise of 
this right are first submitted to manage- 
ment and the works council, and, if not 
settled by them, to an intraplant ad hoc 
tripartite conciliation board which, if its 
award is not voluntarily accepted, can 
make it binding on the parties. Up to 
one year’s imprisonment and additional 
fines may be imposed for violation of 
this right.39 

In the field of finance, labor has con- 
siderable participation and codetermina- 
tion rights. The works council may 
challenge contemplated mergers. It may 
also raise objections to capital invest- 
ment in new plant installations which 
might adversely affect a substantial 
numbér of employees, unless such invest- 
ments are clearly necessitated by changes 
in market conditions.49 In case of 
dispute between management and the 
works council, the three-step procedure, 
previously outlined, applies.41 

Employees, and especially the economic 
committee, are entitled to information on 


35P.0.L., Art. 72, sec. 2; Art. 75. 
36P.0.L., Art. 69, secs. 3, 4. 


37P.0.L., Art. 67, secs. 2, 3(d) and (3). 
38Tbid. 

39P.0.L., Art. 67, secs. 2, 3; Arts. 70, 78. 
40P.0.L., Art. 72, secs. 1, 4. 

41See footnote 35, supra. 
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the financial condition of the enter- 
prise.42 

In the areas of production and sales, 
the economic committee is entitled to re- 
ceive information and make inquiries 
about the company’s production pro- 
gram, methods of operation, and sales 
conditions. 43 

The works council may raise objec- 
tions to changes in plant installations 
and working methods whenever they do 
not clearly serve technological progress 
or are not necessitated by market 
changes. 


CONCLUDING 
OBSERVATIONS 


Thus, one can see that under present 
codetermination legislation, managerial 
action in all spheres of West German 
business policy is subjected to varying 
degrees of influence by employee repre- 
sentatives. This influence is strongest 
in the coal and steel industries in which 
a labor-approved labor director in effect 
co-manages in the supreme executive 
organ of the corporation and labor 
oriented directors occupy fifty percent of 
the seats of the supervisory board. More 
than half of these are virtually nomi- 
nated by the German Federation of Labor. 


42P.0.L., Art. 63, secs. 3, 4; Art. 67, sec. 
3 (ec). 

43P.0.L., Art. 67, secs. 2, 3 (a), (b), (d). 

44P.0.L., Art. 72, sec. I (d), (e). 


Even under the much milder Plant 
Organization Law, under which only one- 
third of the supervisory board is made 
up of labor representatives most of 
whom are generally employees of the 
corporation, such vital areas as techno- 
logical change and plant relocation are 
ultimately subject to the jurisdiction of 
outside arbitration agencies. 


This degree of circumscription of 
managerial freedom of action clearly 
goes far beyond the limits encountered 
in any other free enterprise system. 

West German labor has used its code- 
termination powers with sufficient re- 
straint so as not to jeopardize West 
Germany’s striking postwar revival and 
hope of industrial ascendancy in Europe. 
Viewed differently, West German man- 
agement has succeeded in educating 
labor representatives who were forcibly 
injected into its councils to a more bal- 
anced, statesmanlike viewpoint. It is 
still not clear whether the organized 
labor leadership has abandoned all claims 
to basic social and economic reforms. 
But so far, at least, a system which has 
been dubbed in different quarters as 
backdoor socialism and a_ natural right 
in a God-ordained social order45 has proved 
no obstacle to the economic miracle that 
is present-day West Germany. 


45At the Bochum Catholic Congress, 1949. 
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Company Practices in Marketing Research: 
Past and Present 
by CLAIR JAMES REILLY* 


The growth of Marketing Research both 
in volume and scope is evident in current 
data. In retrospect, a major increase 
took place between 1946 and 1958, the 
period to which this article pertains. 
Trends evident for this period, together 
with comparisons of patterns of organ- 
ization and operations, as shown by 
three nationwide studies and one region- 
al study (Philadelphia), are presented in 
this article. Within the limitations of 
this report, a basis for future studies of 
company practices in Marketing re- 
search can be derived. 


SomE of the early pioneers of market- 
ing research, such as C. Parlin and P. 
Nystrom, envisioned the growth of com- 
panies and the numbers of people per- 
forming research activities, as well as 
the number of research activities per- 
formed. Today, an estimated 200 com- 
panies have one or more people engaged 
in marketing research activities and 
many have organized marketing research 
departments. The trend in this field is 
rising and present developments suggest 
that this will continue. 


MARKETING RESEARCH 
DEFINED 


Marketing research departments are 
made up of specialists who work with 
any activity carried on in connection with 
the management of marketing. The 
vice president for marketing or the 
marketing manager, the man to whom 
the research head usually reports, and 
the director of marketing research inte- 
grate and coordinate all activities into a 
total marketing plan that is being de- 
signed continuously according to the 
socio-economic environment in which the 
company operates. A study of the ulti- 


*Clair James Reilly is a member of the 
Marketing faculty of the Temple University 
School of Business and Public Administra- 
tion, He is also a marketing consultant. 


mate consumer or industrial user is the 
focal point in the marketing plan. The 
marketing research department generally 
provides the information about the con- 
sumer. 


Today, marketing research is usually 
considered by management as an inclus- 
ive term. Among other activities, 
marketing research involves customer 
satisfaction studies, sales forecasting, 
analyses of sales statistics, motivation 
or qualitative studies, analyses of dis- 
tribution methods, competitive advertis- 
ing and selling practices, packaging re- 
search, economic studies, and product 
development studies. 


The definitions committee of the 
American Marketing Association, com- 
posed of leading authorities in the field, 
define marketing research as: the gather- 
ing, recording, and analyzing of all facts 
about problems relating to the transfer 
and sales of goods and services from 
producer to consumer.! 


There are, of course, some disagree- 
ments concerning this definition of 
marketing research. Each company or 
industry may wish to place a different 
emphasis on the various research activi- 
ties it conducts, or to interpret the scope 
of activities to be covered differently. 

The 1958-1959 survey of company 
practices in marketing research, con- 
ducted among the members of the Phila- 
delphia Chapter of the American Market- 
ing Association, was based upon the 
inclusive or broad interpretation of 
marketing research. This survey, to- 
gether with those of the American 
Marketing Association — the National 
Association of Manufacturers, 1946;2 


1“Report of the Definitions Committee,” 
—_— of Marketing, Vol. 13, No. 2, October, 


2William Heusner, Charles Dooley, Gordon 
Hughes and Percival White, ‘Marketing Re- 
search in American Industry,” The Journal of 
Marketing, Vol. XI, No. 4 (April, 1947), pp. 


+ and Vol. XII, No. 1 (July, 1947), pp. 
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American Management Association, 
1952;3 and the American Management 
Association, 1958,4, are analyzed and 
compared wherever possible in this 
article. The first named study, which 
covered the Greater Philadelphia area, is 
the only study based on personal inter- 
viewing. 

There are certain research activities 
in the foregoing studies in which rela- 
tionships can be established, despite dif- 
ferences in sample design, data collec- 
tion, and terminology in the question- 
naires. With these qualifications in 
mind, one can see the changes in market- 
ing research emphasis from the results 
of these three nationwide surveys con- 
ducted over the past twelve years and 
can make some comparisons with com- 
pany practices in marketing research in 
the Greater Philadelphia area. 


MARKETING RESEARCH 
EMPHASIS: 1946-1958 


A large proportion of the companies 
performing research activities show a 
high degree of marketing research ac- 
ceptance by top management over the 
twelve-year period. Of the research 
activities performed, analysis of terri- 
torial potentials was reported by 63.0 
percent to 87.0 percent of the respond- 
ents to the studies cited. In the AMA- 
Crisp Study of 1958, however, the com- 
petitive position of company products- 
market-share analysis research activity 
was reported as performed by 91 percent 
of the respondents.® This activity, in this 
respect, was followed in frequency of re- 
port by analysis of market size, esti- 
mating demand for new products, and 


8Richard Crisp, ‘Company Practices in 
Marketing Research,” American Management 
Association, Research Report No. 22, 1953. 

4Richard Crisp, ‘‘Marketing Research Orani- 
zation and Operation, A Survey of Company 
Practices,’ American Management Associ- 
ation, Research Study No. 35, 1958. 

*Marketing Students of Temple University 
who conducted these interviews were: Jules 
Block, Michael Cannon, Harold Carpey, Neal 
Dechter, Herman DiGuiseppe, B. Hopkins, 
Sherman Lewis, Joseph Masterson, John 
Milne, P. Scatharegia, Stanley Simpson, 
Theodore Theodore, and Jay Weiss. 

6Crisp, op. cit., 1958, p. 43. 


sales forecasting. In the Philadelphia 
survey, analysis of sales statistics, sales 
forecasting and analysis of territorial 
potentials were reported as activities 
being performed by most companies. 
(See Table 1). 


Because of the recent recession and 
increased competition, companies, then, 
seem to have been placing considerable 
emphasis on research activities designed 
to provide information on markets. With 
regard to research activities receiving 
more emphasis at present, as compared 
with the past, economic analysis of busi- 
ness and industry is being reported more 
frequently. The 1946 AMA-NAM study 
shows 36.3 percent of the respondent 
companies reporting this activity as com- 
pared with 72.0 percent in the 1958 
AMA-Crisp study.7 In the 1958-59 
Philadelphia study, 65 percent report 
that they performed economic analysis 
activities. 

Emphasis on economic studies is ap- 
parently due to the growth in the com- 
plexity of companies over the last twelve 
years. Executives of companies seem to 
be becoming increasingly aware of the 
relationship of the general business 
climate to successful operations. Most 
significantly, the companies apparently 
realize the importance of the customer 
in planning their operations. Determin- 
ing customer acceptance of products and 
product use studies, thus, are receiving 
a growing emphasis, according to com- 
pany responses. (See Table 1.) 

There is a trend toward product de- 
velopment research. In the 1958 AMA- 
Crisp study, for example, 89 percent of 
the companies report estimating demand 
for new products. Also, 60 percent of 
the companies report being involved in 
packaging research in this study as com- 
pared with only 29.8 percent in the 1946 
AMA-NAM study.8 

There is also a trend toward motiva- 
tion or qualitative studies. The earlier 


7Crisp, op. cit., 1958, p. 42 and Crisp, op. 
cit., 1952, p. 27. 


8Loe. cit. 


COMPANY PRACTICES IN MARKETING RESEARCH: PAST AND PRESENT 25 


Table 1 


Changes in Marketing Research Emphasis as Evidenced by Trends in 
Responses to Three National Studies and a Greater Philadelphia 
Regional Study of Marketing Research Activities 


Proportion of Companies Reporting Activity 


Greater 
AMA A.M.A.-Crisp A.M.A.-Crisp Phil 
1 Study Stu Stu Stu 

Research Activity 1952. 1958 1958-59 
Analysis of Territorial Potentials 62.2 87.5 87 66 
Analysis of Sales Statistics 62.7 80.4 78% 76 
Economic Analysis of Business, Industry 36.3 78.6 72 65 
Estimating Demand for Products 48.3 7704 ae 68 
Determining Consumer Acceptance 

of Products 42.8 7704 - 59 
Product Use Studies 494 56.0 68 5k 
Measuring Salesmen's Effectiveness 51.1 56.5 70 59 
Price Studies 5107 53.0 71 39 
Analysis of Distribution Methods 50.0 55.4 15 62 
Measuring Advertising Effectiveness 7.1 50.6 73 56 
Packaging Research 29.8 60 
Estimating Demand for New Products aoe wee 89 61 
Customer Acceptance of Proposed 

New Products 77.4 82 59 
Comparative Studies of Competitive 

Products — 79 60 
Distribution Cost Studies ---- 53.0 68 ho 
Advertising Media ’ — 3567 62 26 
Competitive Advertising and Selling 

Practices ---- eo 69 20 
Motivation or Qualitative Studies o--- o--- Sl 22 

#Estimated 

TRichard D. Crisp, Co Practices in Market Research, American Management 


Association, Research Report No. 22, e in $3 monograph the research activities 
covered in the 196 and 1952 surveys are compared. (See p.27.) This same basis was 
used in this article for making comparisons with the 1958 studies. 


liam Heusner, Charles Dooley, Gordon Hughes and Percival White, op. cit. There 
were 4,786 usable questionnaires (36 percent) returned by the 13,000 members of the 
National Association of Mamfacturers in this survey. 


3Richard D. Crisp, op. cit., 1952. There were 168 usable questionnaires out of 180 
(42.4 percent) reversal ty the 25 manufacturing companies included in this survey. 


ichard D. Crisp, op. cit., 1958. There were 195 usable questionnaires returned by 
the 1,000 manufacturing companies included in this survey. 


The Philadelphia Survey was conducted by the writer and his students in 1958-1959. 
See footnote 5 to this article. Of the 85 companies listed in the Philadelphia Chapter 
Directory of the American Marketing Association, 2 were selected for interview, All 
of these responded, 
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surveys showed little, if any, information 
in this area. Today depth interviewing, 
focused group interviewing, and _ pro- 
jective techniques, for example, are be- 
ing used to obtain information about 
the fundamental motivating forces or 
drives of human beings. This knowledge 
of human behavior becomes an important 
part of the marketing plans of the com- 
panies. This is revealed, to a certain 
degree, by the fact that 51 percent of 
the respondents in the 1958 AMA-Crisp 
survey report performance of motivation 
or qualitative studies.® 

Increasing competition is also prompt- 
ing considerable marketing research 
activity. With regard to research per- 
taining to competition, it is difficult to 
find a classification in the earlier studies 
that is comparable, but the 1958 AMA 
study shows that 69 percent of the com- 
panies report performing competitive 
advertising and selling practices stud- 
ies.19 Thirty-two percent of the Greater 
Philadelphia companies also report such 
activities. 


Most Frequently Performed 
Marketing Research Activities 


Other indicators showing the relative 
position of various research activities 
are those which are “most important,” 
and “most widely performed.” These 
are terms which appeared on the ques- 
tionnaires used in the 1952 and 1958 
national and the 1958 Philadelphia 
studies. Companies that perform many 
research activities, as previously cited, 
thus, could give their interpretation 
about importance and frequency. 

The activities classified as most im- 
portant in the 1958 AMA study, on the 
basis of frequency of responses are 
sales forecasting, analysis of market 
size, and competitive position of com- 
pany products, as compared with analysis 
of territorial potentials, competitive 
position of products, and analysis of 
market size in the 1952 study.1! Sales 


9Crisp, op. cit., 1958, p. 47. 

10 [bid., p. 47. 

11Crisp, op. cit., 1958, p. 53, (by 20 percent 
of more of the 106 Survey Respondents), and 
Crisp, op. cit., 1952, p. 31. 


forecasting, analysis of territorial poten- 
tials, and analysis of distribution meth- 
ods research activities are rated as 
most important in the 1958 Philadelphia 
survey. 


The activities classified as most widely 
or regularly performed, on the basis of 
frequency of response are competitive 
positions of the product, analysis of 
market size, analysis of territorial po- 
tentials and sales forecasting in the 1958 
and 1952 AMA studies.12. Sales fore- 
casting, analysis of territorial potentials, 
and analysis of sales statistics are those 
reported as most frequently performed 
in the 1958 Philadelphia study. 


RESEARCH ACTIVITIES 
AND TYPE OF PRODUCTS 


The type of product sold by the com- 
pany has a bearing on the emphasis 
placed on research activities. Eighty- 
three percent of 46 companies selling 
consumer goods reported performing 
sales forecasting and_ share-of-the- 
market research activities, while 94 per- 
cent of 66 companies selling industrial 
goods reported sales forecasting and 
analysis of market size activities in the 
1958 AMA study.!3 In the Greater 
Philadelphia study, sales forecasting was 
mentioned most frequently by companies 
selling industrial goods, while analysis 
of sales statistics was most frequently 
cited by companies selling consumer 
goods. 


Marketing Research in the 
Organization Structure 


Marketing research departments are 
becoming more important in the organi- 
zation of companies. Marketing re- 
search may be performed by one or more 
full-time specialists, or, part-time, by a 
line executive. On the basis of survey 
reports, there appears to be a tendency 
to have some executive in a small com- 
pany perform marketing research (if it 
is performed at all) on a part-time basis, 
while the larger more complex companies 


12]bid., p. 49 and p. 31. 
13Crisp, op. cit., 1958, p. 55. 
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usually have full-time specialists or 
organized departments. 

In the 1946 AMA-NAM_  survey,!4 
about 88 percent of the 4,786 companies 
responding, reported that they per- 
formed marketing research. Of this 
number, 2,974 or 62.1 percent, reported 
no marketing research. For those com- 
panies reporting that they did market- 
ing research of some kind, 26.6 percent 
cited it as a line executive function, while 
11.38 percent reported a marketing re- 
search department. 

In comparison, the 1952 AMA survey15 
shows that 11.9 percent of the respond- 
ing companies reported a line executive 
doing some marketing research on a 
part-time basis, 7.1 percent reported a 
staff executive performing some research, 
while 74.4 percent reported an organized 
marketing research department. 

It would be more meaningful to com- 
pare practices of companies in the “over 
$5 million” sales volume group on the 
1946 AMA-NAM and 1952 AMA sur- 
veys.16 In the former study, 44.6 per- 
cent of the respondents reported organ- 
ized departments or full-time specialists, 
as compared with 27.9 percent who re- 
ported marketing research conducted on 
a part-time basis. This favors the full- 
time specialists with a 1.6 to 1 ratio 
for 1946 as compared with a 2.4 to l 
ratio in the 1952 AMA study. 

In the 1958 AMA-Crisp study,!7 63 
percent of the reporting companies (195) 
reported a marketing research depart- 
ment. In 19 percent of the companies, 
marketing research was reported as a 
part-time responsibility of a line execu- 
tive, while in 13 percent it was reported 
as the part-time responsibility of a staff 
executive. Among three percent of the 

14Also see Alexander, Ralph; Cross, James ; 
and Cunningham, Ross; Industrial Market- 
ing, (Homewood, Illinois; Richard D. Irwin, 
Inc.), 1956, p. 90. 

15Crisp, op. cit., 1952, p. 19. 

16]bid., 1952, pp. 21, 18. As noted in different 
parts of this article, there are some differ- 
ences in all the studies in which historical 
comparisons are made. In the 1946 NAM- 
AMA study, for example, more than 85 per- 
cent of the respondents had sales under $5 
million, while in the 1952 AMA survey, most 


had a sales volume of more than $5 million. 
17Crisp, op. cit., 1958, p. 13. 


respondents, outside agencies were re- 
portedly employed for this activity. 


On the basis of these responses, 
marketing research as a_ part-time 
responsibility of a line executive was 
reported by about 7 percent more of 
the total in the 1958 as compared 
with the 1952 AMA studies, while com- 
panies reporting an organized marketing 
research department represented about 
11 percent less of the total in 1958 as 
compared with 1952. The proportions of 
companies reporting staff executives doing 
some research were about the same in 
both surveys. All of the companies 
responding to the 1958-1959 Philadelphia 
study had an organized marketing re- 
search department. 


Performance of Marketing 
Research Functions 


In line with the concept of marketing 
management, which is being re-empha- 
sized today, the more inclusive term of 
marketing research was more often re- 
ported in conjunction with titles, as com- 
pared with market research, in the 1958- 
1959 Philadelphia survey. As indicated 
previously, marketing management per- 
tains to planning with regard to all of 
the activities of marketing. 

In the earlier surveys, when companies 
were not as complex and specialized as 
today, many research activities were re- 
ported as performed on a part-time basis 
as a line executive function of selling 
department managers. For example, in 


the American Marketing Association 
study (1946)18 the titles of executives 
who were reported as_ performing 


marketing research as a line executive 
function are given. In this respect sell- 
ing department managers (sales, adver- 
tising, etc.) reportedly performed mar- 
keting research in 44.1 percent of the 
companies. The top executive (presi- 
dent, partner, etc.) was reported to per- 
form marketing research functions in 
31.7 percent of the companies. The vice- 
president level was reported third, with 
17.2 percent of the executives perform- 


18Heusner, et. al., op. cit., p. 94. 
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ing marketing research. In companies 
where no organized marketing research 
department existed (48.9 percent), mar- 
keting research functions were per- 
formed largely by top management (vice- 
presidents and above) and by selling de- 
partment managers. 


Of 50 different titles reported by 
respondents in charge of marketing re- 
search in the 1952 AMA survey,!® the 
most common was director of marketing 
research. Ranking second, with its vari- 
ants, was manager of marketing re- 
search. The use of “market” instead of 
“marketing” or vice versa, was a chief 
variant with regard to titles. The next 
most frequent title was manager, mar- 
keting research department. Another 
title was that of sales analyst. 


In the 1958 AMA“° and 1958-59 Phila- 
delphia surveys the most typical title of 
the research head was manager of mar- 
keting research. Again there were many 
variations in titles reported by respond- 
ents. Some of the more typical were 
director of marketing research, sales re- 
search manager, and sales analyst. 


THE MARKETING RESEARCH 
MAN AND TOP MANAGEMENT 


The importance of marketing research 
to top management is revealed where 
there is an organized marketing research 
department. In the 1946 and 1952 
studies,21 the marketing research head 
reported to a vice-president in 49 percent 
and 32 percent of the companies, respect- 
ively. More marketing research execu- 
tives reported to the president or chief 
executive officer in 1946 than in 1952, 
according to these studies. In 33.6 per- 
cent of the respondent companies, in 
1946, the executive to whom the market- 
ing research head reported was the head 
of the company, as compared with 16 per- 
cent in the 1952 survey. Almost identical 
percentages (15.5 percent and 15.0 per- 
cent) of the respondents reported to sell- 


19Crisp, op. cit., 1952, p. 34. 
20Crisp, op. cit., 1958, p. 31. 


21Heusner, et. al., op. cit., p. 39, and Crisp, 
op. cit., 1952, p. 18. 


ing managers (sales, advertising, etc.) 
in 1946 and 1952. 


The rising trend toward marketing 
managers in companies today is sup- 
ported by the fact that only two com- 
panies in the 1952 survey noted that the 
marketing research head reported to a 
general marketing manager.?2 In the 
1958 AMA study, 39 percent (48 of 123 
responding companies which report a 
full-time marketing research man) indi- 
cated that the marketing research head 
reports to a vice-president in-charge-of- 
sales or to the marketing manager.23 
In general, the responses indicate that 
the advertising manager, the sales man- 
ager, and other managers of marketing 
activities also report to this executive. 
With regard to the marketing manage- 
ment concept today, the vice-president 
of marketing formulates marketing plans 
that are consumer oriented by integrat- 
ing and coordinating all of the marketing 
activities of the various marketing de- 
partments in the company. Thus, in 
1958, 48 companies indicated that their 
marketing research heads report to a 
vice-president in charge of sales or mar- 
keting manager as compared with two 
companies in 1952. This trend is also 
revealed in the 1958-1959 Philadelphia 
survey. The executive to whom the 
marketing research head most frequently 
reports according to the survey, is 
the vice-president of marketing. 


Salary Distribution of 
Individuals 


The response of the 1958-1959 Greater 
Philadelphia survey shows that the 
median salaries paid to marketing re- 
search personnel of consumer and indus- 
trial companies are higher than those re- 
ported by the 1958 AMA national survey 
of manufacturers. The Philadelphia sur- 
vey shows a median salary of $12,000 to 
$14,000 as compared with $11,000 to 
$13,000 in the 1958 AMA-Crisp survey.?4 


22Crisp, op. cit., 1952, p. 36. 
23Crisp, op. cit., 1958, p. 16. 


24°"New AMA Survey Probes Uses and 
Values of Marketing Research,” Printers Ink, 
January 16, 1959, p. 20. 
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The earlier 1952 AMA survey shows a 
median of $10,000 to $15,000 for top 
marketing research men (full-time 
specialists) .25 

The recent Philadelphia survey also 
shows that there are a greater number 
of employees in marketing research de- 
partments than the earlier surveys. In 
the 1946 AMA-NAM survey, the average 
marketing research department consisted 
of four employees as compared with six 
reported in the Philadelphia survey. 


Marketing Research in 
Policy Making 


Another indicator of the importance 
of marketing research is the extent to 
which those engaged in it participate in 
the formulation of company policy. 
Marketing research helps a company to 
establish predetermined courses of action 
that serve as guideposts in a changing 
competitive environment. In the 1946 
AMA-NAM study,?26 46.9 percent of the 
managers of marketing research depart- 
ments reportedly participated in making 
company policy. A larger number, how- 
ever, were reported as not participating 
in making company policy. Of the 539 
companies sampled, 48.8 percent stated 
that they did not participate, while 4.3 
percent, or 23 companies did not answer. 
The 1958-1959 Greater Philadelphia sur- 
vey, on the other hand, shows that a 
much greater number of marketing re- 
search managers participated in making 
company policy. Some 62 percent of the 
42 companies responding reported par- 
ticipation, while four companies did not 
respond. 


Outside Agencies and 
Marketing Research Activities 


There is a tendency today to employ 
outside agencies to perform some of the 
specialized marketing research activities. 


25Loe. cit. 

26“Marketing Research in American In- 
dustry,” American Marketing Association, 
1946 as reproduced in Readings in Market- 
ing, McNair and Hansen, McGraw-Hill Book 
Company, New York, 1949, p. 99. 


Seventy-four percent of the respondents 
to the Philadelphia survey reported that 
they retained outside research assistance 
at times (5 percent did not answer). Of 
the outside research work, personal in- 
terviewing was most frequently re- 
ported, while tabulating was a close 
second. Only a few respondents stated 
that they depended on outside help for 
an entire study or that they purchased 
continuing syndicated services. 

The 1958 AMA-Crisp study also re- 
ported that a high percentage of the 
companies employed outside services. 
Sixty-eight percent said they purchased 
outside research (6 percent did not an- 
swer) in this report.27 Another simi- 
larity in the two surveys is that a 
higher percentage of the marketing re- 
search budget of a company goes for 


outside help in those companies with a 
big sales volume. 


In the 1946 AMA-NAM study,28 it 
was reported that one-third of the com- 
panies (1,812) did most of their own 
research. Another one-third reportedly 
were evenly divided between employment 
of advertising agencies and marketing 
research consultants. The remaining 
one-third did not answer the question. 
It is interesting to note that considerable 
survey work was done by advertising 
agencies during 1946. Today there is a 
tendency to do less market research work 
through these channels. Outside special- 
ists can be employed, as cited previously. 
However, more complete marketing serv- 
ices (sales advice, market planning, etc.) 
are being offered to clients by many 
advertising agencies today. 


Toward Improving Areas of 
Marketing Research 


Personnel in marketing research are 
interested in improving their profession. 
Although great strides have been made 
in improving the status of the functions, 
such as the many already cited in this 


27Crisp, op. eit., 1958, p. 19. 
283McNair and Hansen, op. cit. p. 109. 
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article, it is realized that if marketing 
research is to become more scientific and 
to gain the respect of more people, 
further improvement is necessary. 


The functions in which improvement is 
most needed appear to be sales forecast- 
ing, according to 59 percent of the com- 
panies in the Philadelphia study. Simi- 
larly, they reported that the part of the 
marketing survey that needs the most 
improvement is sample design. 


In the 1952 AMA-Crisp study,29 the 
function reported as needing the most 
improvement was determination of sales 
potentials —a function closely allied to 
sales forecasting— according to 47 
respondents. Sample design was also 
cited as that part of the survey which 
needed the most improvement. Personal 
interviewing was the next most fre- 
quently reported area of survey studies 
needing improvement, as indicated by 
both the 1952 AMA, and the 1958-1959 
Philadelphia surveys. 


A Marketing Research Career 


General marketing training in a uni- 
versity is the best way for an individual 
to prepare for a career in marketing re- 
search. This was the most frequent 
response in the 1958-1959 Philadelphia 
survey. Most respondents stated that 
many problems do not necessarily in- 
volve survey work and that the student 
with general marketing training is in a 
position to do a better job of analyzing 
problems and recommending solutions in 
almost any area of the business opera- 
tion than those with applied training 
only. Some respondents also said that 
the marketing major should take elective 
subjects in psychology and economics. 


29Crisp. op. cit., 1952, p. 34. 


CONCLUDING 
OBSERVATIONS 


Company practices in marketing re- 
search have increased in scope from 1946 
to 1958. Many companies have organ- 
ized marketing research departments 
and have employed more full-time 
specialists who report to a director or 
manager of marketing research. The 
salary of the specialist also has been in- 
creasing. 

By looking at the organization struc- 
ture of many companies, there is support 
for the trend towards marketing man- 
agement. Many directors of marketing 
research report to a vice-president for 
marketing or a marketing manager who 
is responsible for the total marketing 
plan of a company. Since the marketing 
plan is consumer oriented, there has been 
an increase in research activities per- 
taining to product development, such as 
estimating demand for new products, 
customer acceptance, and packaging. 

The sales forecasting and share-of-the- 
market analysis research activities are 
also receiving considerable emphasis. 
Product diversification and the recent 
recession are some of the reasons why 
companies are emphasizing activities 
that relate to markets. 

Competitive advertising and selling 
practices and motivation studies are 
relatively new research activities. None 
of the earlier national surveys reported 
these activities. The gathering of in- 
formation about competition is probably 
due to its increase in the present buyer’s 
market. Studies about human behavior 
show companies’ concern about buying 
motives and the habits of consumers. 
This information, thus, becomes a vital 
part of the marketing plans of com- 
panies. 
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Philadelphia Business Index 


The September 1950 issue of the Bul- 
letin presented a new index of general 
business conditions in the City of Phila- 
delphia. This series, prepared and since 
maintained by Robert T. Kline, was de- 
signed to reflect economic activity 
exclusively within the boundaries of the 
City of Philadelphia. It was originally 
based upon a combination of statistical 
data representing (1) industrial electric 
power sales; (2) indexes of employment 
and employee-hours; (8) department 
store sales!; (4) bank debits?; and (5) 
total construction. Because the method 
of reporting certain data is under re- 
vision by the originating agencies, the 
change in average weekly hours worked 
and the monthly change in total employ- 
ment in the Philadelphia metropolitan 
area, both prepared by the Department 
of Research of the Federal Reserve Bank 
of Philadelphia, have been substituted 
for (2) above. This is a temporary ex- 
pedient to maintain continuity of the 

1The revised index of Department Store 
Sales, published by the Federal Reserve 
Bank of Philadelphia, has been used in the 
composite index since October, 1951. Begin- 
ning September, 1957, the new seasonally 
adjusted Department Store Sales _ series 


(1947 = 100), published by the Philadelphia 
Federal Reserve Bank, has been used. 

°2The revised Wholesale Price Index, all 
commodities, published by the BLS, is used 
beginning January, 1952 as a deflationary 
index for the Bank Debit Series. 


index. The original data series will be 
restored after revision. 


The following table presents the index 


for the years 1939 through 1958, and by 
month from June, 1958.3 


Index of General Business Conditions, 
City of Philadelphia, 1947100 


Year Index Month Index 


June 125.5 
1941 96 July 128.3 
1943 99 Aug. 133.4 
1948 106 Sept. 132.4 
1944 106 Oct. 132.5 
1945 98 Nov. 130.8 
1946 100 Dec 130.6 
1948103 
1949 97 1959 
1950 108 Jan. 130.5 
1951 111 Feb. 132.2 
1952 111 Mar. 132.2 
1953 119 Apr. 134.8 
1954 119 May 136.0p 
1955 124 June 137.4e 
1956 128 
1957 130 
1958 128 


p=preliminary 
e=estimated. Based on currently pub- 
lished weekly indicators. 


3Kline, Robert T., “A Measurement of 
General Business Conditions in the City of 
Philadelphia.” Economies and Business 
Bulletin, Temple University School of Busi- 
ness and Public Administration, Philadel- 
phia, Pa., September, 1950, pp. 33-40 
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VOLUME 11, No, 1 
124 Heidingsfield, Myron S. An Analysis of Philadelphians’ Attitudes Toward Pay 
Television 3-6 
125 Forbes, William A. The Rise of State Debt in Massachusetts and 
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126 Stein, Karl H. Resistence to Super-Scientific Management ..............0 15-21 
127 Gelfand, Jack E. Profit Realization Through Charitable Contributions 22-23 
VOLUME 11, No. 2 
128 Wilson, Samuel M. The Role of Management Engineering in the United 
States Marine Corps 3-8 
129 Gelfand, Jack E. Vertical Integration in the Steel Industry ou... 9-15 
130 Stein, Karl H. Toward the Other-Directed Enterprise 16-19 
131 McKenna, William J. The 1958 Congressional Elections: A Brief Appraisal 20-23 
VOLUME 11, No. 8 
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Shaffer, Joseph I. ence in the Temple University Undergraduate 
Wagner, Edwin E, Schools 3-9 
133 Stein, Karl H. Attitudes Toward Color Television 10-16 
134 Fynes, William B. An Analysis of Purchasing Methods Used in Army 
Ordnance Procurement 17-24 
135 Stewart, Dwight Industrial Research—A Challenge to Managers and 
Researchers 25-31 
VOLUME 11, No. 4 
136 Jackendoff, Nathaniel Non-Monetary Financial Intermediaries and Their 
Economic Significance 3-12 
137 Stein, Karl H. Legislation for Participative Management ........sssese 13-22 
138 Reilly, Clair James Company Practices in Marketing Research: 
Past and Present 23-30 
INDEX OF AUTHORS? 
Author Ref. Nos. Author Ref. Nos. 
Forbes, William A 125 Reppert, Harold C, 132 
Fynes, William B. 134 Shaffer, Joseph I. 182 
Gelfand, Jack E. 126, 130, 133, 137 
Si 124 Stewart, Dwight 135 
Jackendoff, Nathaniel 136 Wagner, Edwin E. 132 
McKenna, William J. 131 Wilson, Samuel M. 128 
Reilly, Clair James 138 
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Business Administration— Management .........00 126, 128, 1380, 134, 137, 138 
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1 See Volume 7, No. 1, for Index to Volumes 1-6, inclusively, and No. 4 of each of Volumes 
7-10, inclusively, for the Indexes to these respective volumes. 


2 The Philadelphia Business Index is maintained by Robert T. Kline and appears as a regular 
feature in each issue. 


3 Reference numbers may be found in the Chronological Index. 
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